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STAFF'S STATEMENT OF POSITIONS, 
ADDITION TO WITNESS LIST, AND RECONCILIATION


COMES NOW the Staff of the Missouri Public Service Commission (“Staff”) and respectfully states as follows:

1.
On July 3, 2003, Aquila, Inc. (“Company”) filed with the Missouri Public Service Commission (“Commission”) tariff sheets designed to increase rates for electric service provided by the Company’s Aquila Networks—MPS and Aquila Networks—L&P divisions and to increase rate for steam service provided by the Company’s Aquila Networks—L&P division to customers in the Missouri service areas of those respective divisions.

2.
On October 2, 2003 the Commission issued its Order Concerning Test Year and True-up, Resetting Evidentiary Hearings, Adopting Procedural Schedule, and Concerning Local Public Hearings wherein the Commission required the parties to file there position statements on 10, 2004.  The list of issues was to be filed on February 3, 2004; however, on February 3, 2004, with the agreement of the parties in the case, the Staff requested that the Commission extend the filing date for the list of issues until February 6, 2004.  In accordance with that motion, the Staff filed a list of issues, order of issues and order of witnesses on February 6, 2004.  

3.
On February 9, 2004 the Staff and Aquila, Inc. jointly sought an extension of time from February 10, 2004 until February 13, 2004 for all parties to file their position statements, and for filing of a reconciliation.

4.
In preparing its position statements it came to the Staff’s attention that it had omitted listing staff witness Charles R. Hyneman as a witness on the issue of Corporate Restructuring that the parties have proposed the Commission hear on Thursday, February 26, 2004 and that he should not be listed as a witness to testify for the Staff on Monday, February 23, 2004.  Thus, staff witness Hyneman should be removed from the list of witnesses scheduled to testify on Monday, February 23, 2004 and added to the list of witnesses on the issue of Corporate Restructuring that is scheduled to be heard on Thursday, February 26, 2004.

5.
Attached hereto as Appendix A is a reconciliation that shows the value of differences between the parties on the contested issues.

6.
Following are the Staff’s position statements on the issues listed in the proposed list of contested issues the Staff filed on February 6, 2004:

STAFF’S POSITIONS ON THE LISTED ISSUES

I.
Rate of Return
A.
Return on Equity


It is the Staff’s position that the Aquila Networks—MPS and Aquila Networks—L&P operating divisions of Aquila, Inc., for electric and for steam service, should be allowed in this case a return on equity in the range of 8.64% to 9.64%, with a midpoint of 9.14%.

B.
Capital Structure

It is the Staff’s position that the actual capital structure of Aquila, Inc. on a consolidated basis at the end of the test year, December 31, 2002, should be used for purposes of determining the rate of return.  That capital structure is common stock equity of 35.31%, long-term debt of 64.31% and short-term debt of 0.38%.  Thus, it is the Staff’s position that Aquila should be allowed a rate of return for its MPS and L&P divisions for their electric and steam operations within the range of 7.97 to 8.32 percent, with a midpoint of 8.15 percent.
II.
Rate Base
A.
Jurisdictional Allocations – Odessa


The Staff’s position is that the loss of the Odessa wholesale load in the spring of 2004 should not be included in determining jurisdictional allocations because the spring of 2004 is beyond the September 30, 2003 end of the update period established by the Commission for this case. Aquila has proposed to remove Odessa, a wholesale customer, from its system because it received notice during the update period that Odessa would not renew its wholesale contract.  The contract will not expire until 2004.  The Staff believes that the expiration of the Odessa contract is an out-of-period adjustment because the contract was in effect throughout the test year and update period and opposes this adjustment.  In addition Aquila has not properly quantified the effect of this adjustment.  Aquila ignores the fuel cost savings, increased opportunities to profit from off-system sales, and deferral of capacity additions that will be possible when the contract expires.
 B.  
Fuel Inventory

After discussions with the Company, Staff does not understand the underlying premise of this issue and thus cannot state a position at this time.  Staff will provide its position as soon as it understands the Company’s position regarding this issue after further discussion.
C.
Cash Working Capital - Revenue Lag
It is the Staff’s position that the collection lag subcomponent of the revenue lag for cash working capital should be determined as though Aquila still sells its accounts receivable since termination of the accounts receivable program was due to the decline in Aquila’s financial condition associated with its non-regulated business operations.

D.
Amortization of Accounting Authority Orders
It is the Staff’s position that the ice storm AAO receive ratemaking treatment through a five-year amortization with no rate base treatment.

It is the Staff’s position that the Sibley life-extension program and western coal conversion project should continue to be treated for accounting purposes as the Commission ordered that they be treated in Case Nos. ER-90-101 and ER-93-37, i.e., the Commission granted a 20-year period amortization with rate base treatment of the unamortized balances, commonly referred to as continuation of construction accounting.

E.
Deferred Income Tax – AAO



Staff cannot provide a position at this time.  

F.
Prepaid Pension Asset


The FAS 87 prepaid pension asset represents an asset, for inclusion in rate base, for the period from the date of adoption of FAS 87 for ratemaking purposes, to the known and measurable date in this case, September 30, 2003.  Any prepaid pension asset on the balance sheet prior to the adoption of FAS 87 is a bookkeeping entry that has had no ratemaking impact on the Company and therefore should not be included in Rate Base.  The Staff and the Company disagree as to the dates that FAS 87 was adopted by the Commission, for ratemaking purposes, for the MPS and L&P divisions.  The change to the ERISA minimum contribution requires an amortization of the prepaid pension asset to provide recovery of the Company’s investment.

G.
Merger Savings (Synergies)- General Plant


Aquila has proposed that merger savings to MPS and L&P resulting from the joint dispatch of MPS and L&P generation plants, and merger savings to MPS resulting from allocating Aquila support costs to L&P, be shared by Aquila and ratepayers, with ratepayers receiving 50% and Aquila receiving 50%.  Aquila proposes to provide half of these savings to low income customers in the form of a low-income assistance program.  The Staff is opposed to Aquila’s merger savings sharing proposal on the basis that (1) due to regulatory lag, Aquila has had an opportunity to retain 100% of merger savings since the merger was closed on December 31, 2000; (2) acceptance of Aquila’s proposal would remove MPS and L&P from cost based rates; (3) acceptance of Aquila’s proposal would allow Aquila to indirectly recover in rates the L&P acquisition adjustment and merger transaction costs; (4) acceptance of Aquila’s proposal would provide an incentive for mergers and acquisitions when the Commission should not take a position either encouraging or discouraging mergers; (5) Aquila has realized merger savings since the merger closed; and (6) Aquila’s proposal does not recognize merger-related costs incurred by L&P due to an allocation of Aquila corporate plant as a result of the merger.  Purported relevant merger savings sharing cases cited by Aquila from other jurisdictions are distinguishable.  The Staff also believes Aquila's position on sharing certain merger savings is inconsistent, in that it has not proposed to share merger related cost increases incurred by the L&P division due to an increased allocation of corporate plant.

H.
20th West Ninth Street Building

The Staff has not taken a position in testimony respecting this issue but reserves the right to conduct cross-examination and argue a position in briefs to the Commission, based upon the record in this case, statute, case law, prior Commission decisions and decisions in other jurisdictions.

III.
Revenue Issues
A.
Customer Growth Adjustments


Aquila has proposed that booked revenues for Aquila Networks-MPS (electric) Small General Service rate codes MO710 and MO711 be adjusted by a total of $1,059,073 to annualize revenues to account for the effect of growth in the number of customers.  Aquila asserts that the basis of the calculation of the growth adjustments for both MO710 and MO711 should be the usage per customer and revenue per customer in MO710.  The Staff asserts that an additional adjustment of $1,562,237 is required to annualize revenues for customer growth.  The Staff believes that in order to avoid either significantly overstating or understating Aquila’s revenues this growth adjustment should be based on the usage per customer and revenue per customer of the combined group of customers served on rate codes MO710 and MO711.  The Staff proposes to adjust Aquila’s booked revenues by a total of $2,621,310 to annualize revenues for customer growth in rate codes MO710 and MO711.

B.
Aquila has proposed that booked revenues for Aquila Networks-MPS (electric) rate codes MO730 and MO735 not be adjusted to annualize revenues for customer rate switching.  Aquila asserts that the effects of rate switching would be neutral and that the Staff’s adjustment has a value of $529,326.  The Staff agrees that the overall effect on revenues due to rate switching by MO730 and MO735 customers is small and asserts that the Staff’s adjustment decreased booked revenues overall by only $70,347.  The Staff believes that in order to properly design rates in Aquila’s rate design case, Case No. EO-2002-384, to reflect any increase in overall revenues granted by the Commission in this case it is necessary to properly determine the distribution of revenues among rate codes.

C.
Aquila has proposed that booked revenues for Aquila Networks-MPS (electric) rate codes MO730 and MO735 be adjusted by $398,000 to annualize revenues for customer load changes.  The Staff asserts that an additional adjustment of $585,794 is required to annualize revenues due to significant load changes by MO730 and MO735 customers and to insure that each customer has twelve months of sales and revenue data.

D.
Customer Charges (Miscellaneous charges)

1.
What is the appropriate collection charge?

Aquila proposes a collection charge that would apply when the Company makes a trip to a delinquent customer's meter for the purpose of disconnecting service, but does not disconnect the service because the customer makes a payment to the Company's service technician.  The Staff supports the Company's proposal.
2.
Should the Company be allowed to increase its special meter reading charge to its MPS customers and initiate this fee to its L & P customers?

Aquila has proposed a special meter reading charge of $30 during normal business hours and $50 outside of normal business hours for this service.  The Company’s proposal would increase the MPS division’s charges from $12 to $30 for this service during normal business hours and from $16 to $50 for the performance of this service outside of normal business hours.  This would be a new charge for L&P.  It is the Staff’s position that there be no change in these charges from the current tariffs for special meter reading because Aquila has provided no support for these proposed changes.

3.
Aquila has proposed a temporary meter set charge of $100 for both its MPS and L&P division customers.  The Company’s MPS division currently has a temporary meter set charge of $100; however, L&P customers are presently charged the actual cost of installing and removing the temporary meter set.  The Staff’s position is that there should be no change to the temporary meter set charge for L&P division customers at this time because Aquila has not performed a job cost study to determine the variability of the actual costs L&P incurs to provide a temporary construction meter installation.

4.

What should the late payment charge be?

Although Aquila has not proposed to change its late payment charge, it is the Staff’s position that the present monthly charge of 1.5% that is compounded is not reflective of the current monetary borrowing environment and that administrative costs to handle customer billings are already included in the cost of service.  Therefore, the Staff proposes that the late payment charges on delinquent bills be changed to a simple ½ percent per month of the original net amount due on the delinquent bill.
IV.
Expense Issues
A.
What natural gas price should be used in determining rates?

The Staff's position is that for setting the price of natural gas the Commission should adopt a flexible mechanism with provision for a true-up.  In lieu of that, the Staff proposes using its fixed natural gas price estimated by reviewing actual known and measurable prices paid by Aquila through the end of the update period of the case, September 30, 2003.

B.
Manufactured Gas Plant Remediation Costs

Should the electric ratepayers of Aquila's MPS division be required to pay rates that recognize allocated costs of remediation activities associated with Aquila's gas operation defunct manufactured gas plant?

The Staff has not taken a position in testimony respecting this issue but reserves the right to conduct cross-examination and argue a position in briefs to the Commission, based upon the record in this case, statute, case law, prior Commission decisions and decisions in other jurisdictions.

C.
20th West Ninth Street Building

The Staff has not taken a position in testimony respecting this issue but reserves the right to conduct cross-examination and argue a position in briefs to the Commission, based upon the record in this case, statute, case law, prior Commission decisions and decisions in other jurisdictions.

D.
Fuel Expense and Purchased Power Annualization

1.
Interim Energy Charge

It is the Staff’s position that an Interim Energy Charge (IEC) is the best mechanism for insulating both Aquila and its retail customers from the effects of widely fluctuating gas costs. 

2.
What price of fuel and purchased power for native load should be included in permanent rates?

The Staff's position is that for setting the price of natural gas in the electric case the Commission should adopt a flexible mechanism with provision for a true-up.  In lieu of that, the Staff proposes using its fixed natural gas price estimated by reviewing actual known and measurable prices paid by Aquila through the end of the update period of the case, September 30, 2003.

3.
Should the Commission adopt an interim rate mechanism for fuel and purchased power as a means of addressing the price volatility of those items?  If so, what interim rate mechanism should the Commission adopt?

It is the Staff’s position that the Commission should adopt an interim rate mechanism for fuel and purchased power similar to that which the Commission adopted in Case No. ER-2001-299 with the stipulation of the parties in that case.  It is the Staff’s position that the interim rate mechanism is an Interim Energy Charge (IEC) with a base and forecast ceiling for natural gas and purchased power pricing.  

4.
Purchased Power Energy Costs


It is the Staff’s position that rather than fixing a price the best solution is to use of an Interim Energy Charge (IEC) with a base and forecast ceiling for natural gas and purchased power pricing.  Absent the use of an IEC, it is the Staff’s position that the natural gas and purchased power pricing for ratemaking purposes should be based on actual historical information available as of the end of the update period, September 30, 2003, and not on fuel prices after September 30, 2003.

5.
Demand Costs - Aires Contract (Aries Purchased Power Agreement)

Staff’s position is that the Aries purchased power agreement be valued for rate purposes on a "cost" basis, not a "market" basis, consistent with the Commission's affiliate transaction rules.  The "cost" valuation of the contract should not reflect a return on equity component, to recognize the imprudence of the Company's past actions in regard to the Aries Purchased Power Agreement.

6.
Gas Cost Cap


It is the Staff’s position that the Commission should adopt an interim rate mechanism for fuel and purchased power similar to that which the Commission adopted in Case No. ER-2001-299 with the stipulation of the parties in that case.  It is the Staff’s position that the interim rate mechanism is an Interim Energy Charge (IEC) with a base and forecast ceiling for natural gas and purchased power pricing.  

E.
Pension Expense and Prepaid Pension Asset Amortization


The Staff’s position is that the ratemaking treatment for pension cost should be changed from those used in setting current rates.  The current rates for the MPS and L&P divisions are based upon FAS 87.  The Staff is recommending that pension cost in this case be determined based upon the ERISA minimum contribution.  This change in ratemaking treatment is being recommended to address excessive volatility in the FAS 87 calculation and to eliminate a negative cost of service amount for pension cost which can result under FAS 87 but not under the ERISA minimum contribution method.

F.
Bad Debt Expense (Uncollectibles)


The Staff’s position is that bad debt expense for L&P should be based on an updated five-year (October 1998 through September 2003) average effective uncollectible rate and that bad debt expense for MPS should be based on an updated three-year (October 2000 through September 2003) average effective uncollectible rate.

G.
Property Taxes


It is the Staff’s position that plant additions made after the end of the test year--December 31, 2002, but within the update period January 1, 2003 through September 30, 2003, should not be included in determining property taxes for ratemaking purposes

H.
Payroll Related Issues.

1.
Incentive Compensation

Staff is opposed to the out-of-period adjustment to reflect incentive compensation that has not occurred as of the September 30, 2003 update period.

Staff recommends that the payroll related benefit for self-insured health care and medical benefits should be on a "pay-as-you-go" basis.

2.
April 1, 2004 Payroll Increase


Staff is opposed to the out-of-period Company adjustment for payroll increase occurring April 1, 2004 that occurs beyond the known and measurable period of September 30, 2003.

3.
Supplemental Executive Retirement Plan-SERP


The Staff's position is that Aquila's Supplemental Executive Retirement Plan (SERP) expenses are, excessive and are based, in part, on compensation paid to executives for work on nonregulated activities.  In addition, Aquila's SERP also includes provisions that act as a poison pill to prevent a possible acquisition of Aquila by another company and provides executives with "golden parachutes" in the event of a Change in Control of Aquila.  Finally, the size of Aquila's SERP has grown to a point where a change in accounting for the SERP was required.  The change in accounting for the SERP has resulted in significant increases in SERP expenses over previous years.

I.
Depreciation Issues

1.
Cost of Removal


Staff uses historical cost of removal of retired plant to estimate the cost of removal for rate case purposes.  Staff does not calculate cost of removal by reference to the depreciation formula, nor does it apply cost of removal against rate base through the accumulated reserve for depreciation.

2.
Depreciation Expense


Staff uses the straight-line method, broad group procedure, and whole life technique to estimate average service lives and determine depreciation rates.  The results determined can be fairly applied both to plant now in service and plant that will be added before the next rate case.  Staff’s approach does not require that an estimate the date of retirement of plant now in service, nor the final cost of removal of plant now in service.  

J.
Merger Savings Sharing - O & M, & Joint Dispatch

Aquila has proposed that merger savings to MPS and L&P resulting from the joint dispatch of MPS and L&P generation plants, and merger savings to MPS resulting from allocating Aquila support costs to L&P, be shared by Aquila and ratepayers, with ratepayers receiving 50% and Aquila receiving 50%.  Aquila proposes to provide half of these savings to low income customers in the form of a low-income assistance program.  The Staff is opposed to Aquila’s merger savings sharing proposal on the basis that (1) due to regulatory lag, Aquila has had an opportunity to retain 100% of merger savings since the merger was closed on December 31, 2000; (2) acceptance of Aquila’s proposal would remove MPS and L&P from cost based rates; (3) acceptance of Aquila’s proposal would allow Aquila to indirectly recover in rates the L&P acquisition adjustment and merger transaction costs; (4) acceptance of Aquila’s proposal would provide an incentive for mergers and acquisitions when the Commission should not take a position either encouraging or discouraging mergers; (5) Aquila has realized merger savings since the merger closed; and (6) Aquila’s proposal does not recognize merger-related costs incurred by L&P due to an allocation of Aquila corporate plant as a result of the merger.  Purported relevant merger savings sharing cases cited by Aquila from other jurisdictions are distinguishable.  The Staff also believes Aquila's position on sharing certain merger savings is inconsistent, in that it has not proposed to share merger related cost increases incurred by the L&P division due to an increased allocation of corporate plant.

K.
State Based Restructuring Costs - Severance Costs


Aquila is proposing to recover the severance and severance-related costs it incurred in implementing its 2002 "state-based" reorganization by amortizing those costs over a three-year period.  The Staff's position is that these costs are nonrecurring and already have, to a significant extent, been recovered in MPS' rates through regulatory lag.

L. Corporate Restructuring Costs - Labor and Non-Labor


Both Aquila and Staff agree that costs related to Aquila's corporate financial restructuring should not be charged to its regulated utility divisions.  While both Aquila and Staff made adjustments to remove restructuring related costs for both MPS' and L&P's revenue requirement calculation, there is a disagreement as to the level of costs that are related to Aquila's restructuring operations.  The Staff's proposal allocated more corporate department costs to restructuring operations than Aquila's proposal.

M.
Income Tax - Straight Line Tax Depreciation


It is the Staff’s position that Straight-Line Tax Depreciation represents the tax deduction for Book Depreciation recovered in rates.  The Staff’s method provides a matching tax deduction for all Book Depreciation expense included in rates except for amounts previously reflected in rates in prior periods.  The Company’s method does not provide a tax deduction related to assets that are still generating book depreciation expense, under FERC accounting rules for depreciation, but are fully depreciated in the vintage tax records.  The Staff’s method has been used for the MPS division, for ratemaking purposes, since 1997 and since 1994 for the L&P division.

N.
Amortization of Accounting Authority Orders

It is the Staff’s position that the ice storm AAO receive ratemaking treatment through a five-year amortization with no rate base treatment.

It is the Staff’s position that the Sibley life-extension program and western coal conversion project should continue to be treated for accounting purposes as the Commission ordered that they be treated in Case Nos. ER-90-101 and ER-93-37, i.e., the Commission granted a 20-year period amortization with rate base treatment of the unamortized balances, commonly referred to as continuation of construction accounting.

V.
Other Issues

A. Service Quality & Reliability


1.
The Commission should order Aquila, Inc. to submit to the Staff on a monthly basis within 21 days of the last day of each month (except on a quarterly basis for MAIFI), until Aquila, Inc.’s financial condition attains investment grade and the Staff determines that reporting is no longer necessary, the following service quality measurements:


Average Speed of Answer – All other calls


Average Speed of Answer – Emergency calls


Abandoned Call Rate


Service Level – All other calls


Service Level – Emergency calls


Percentage of Total Electric and Gas Meters Read


Number of Consecutive Estimated Meters Read


SAIFI (number of service interruption occurrences per customer)


SAIDI (hours or minutes of service interruption per customer served)


CAIDI (hours or minutes of service interruption per customer interrupted)


MAIFI (momentary average interruption frequency index)

Although Aquila, Inc. presently provides these quality of service measures voluntarily on a quarterly basis, because customer services is one of the first areas where financially distressed companies cut costs, and since Aquila, Inc. is financially distressed, customer quality of service measures should be monitored more closely, i.e., on a monthly basis.  Therefore, the Commission should require that Aquila, Inc. submit reports on these measures of customer service to the Staff, on a monthly, state-by-state basis. 

2.
The Commission should order Aquila, Inc. to submit to the Staff the service quality measurements listed in the preceding issue description for each state in which it provides service when it completes implementing the capability to do so, and should the Staff be kept apprised of the progress of Aquila, Inc.’s implementation of its capability to capture data to report these measurements on a state-by-state basis.

Currently, with the exception of the last four measures listed in issue number four above, the reports are provided on an aggregate basis for all of Aquila, Inc.’s domestic utility operations.  Aquila, Inc. is currently working on keeping this data on a state-by-state basis.  When this data is available on a state-by-state basis for those quality of service measures for which this data is not currently available on a state-by-state basis, these quality of service measures should be reported for each state where Aquila, Inc. has utility operations so that the Commission can better monitor the quality of service that Aquila, Inc. provides in Missouri.

B.
Accounting Record-Keeping

Should Aquila be required to maintain a detailed general ledger, for its regulated Missouri utilities, that is similar in nature, appearance and content as that previously maintained by the regulated utility divisions prior to Aquila's subsequent change over to its relatively new PeopleSoft Accounting System?

The Staff has not taken a position in testimony respecting this issue but reserves the right to conduct cross-examination and argue a position in briefs to the Commission, based upon the record in this case, statute, case law, prior Commission decisions and decisions in other jurisdictions.
C.
Low-Income Customer Weatherization and Assistance Programs

Should an amount for low-income customer weatherization and assistance programs be included in cost of service?  If so, what amount should be included?

The Staff has not taken a position in testimony respecting this issue but reserves the right to conduct cross-examination and argue a position in briefs to the Commission, based upon the record in this case, statute, case law, prior Commission decisions and decisions in other jurisdictions.

D.
Energy Efficiency Services To Residential and Commercial Customers

Should an amount for energy efficiency services to residential and commercial customers be included in cost of service?  If so, what amount should be included?

The Staff has not taken a position in testimony respecting this issue but reserves the right to conduct cross-examination and argue a position in briefs to the Commission, based upon the record in this case, statute, case law, prior Commission decisions and decisions in other jurisdictions.

E.
Wind Energy Assessment

Should an amount to conduct an assessment of Missouri’s wind energy resources in the Aquila–L&P service territory be included in the cost of service?  If so, what amount should be included?

The Staff has not taken a position in testimony respecting this issue but reserves the right to conduct cross-examination and argue a position in briefs to the Commission, based upon the record in this case, statute, case law, prior Commission decisions and decisions in other jurisdictions.


F.
Steam Subsidy

Aquila has proposed that rates for L&P electric customers be designed to recover $1.8 million more than the aggregate cost to serve the L&P electric customers, and L&P steam rates be designed to collect $1.8 million less than the aggregate cost of serving L&P steam customers.  Aquila asserts that without such a subsidy the steam rates would have to increase in an amount that could result in steam customers exiting the steam system and moving operations.  The Staff is opposed to Aquila’s steam subsidy proposal because rate impact is not an appropriate consideration when determining a utility’s overall revenue requirement, and increasing electric rates so as to provide steam service at below cost of service rates is unduly discriminatory.  
Respectfully submitted,
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